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Office of the Assistant Secretary, HUD § 950.515

and homeowners. Each Turnkey III de-
velopment shall have an HBA, unless
the homes are on scattered sites (non-
contiguous lots throughout a multi-
block area with no common property),
or the number of homes in the develop-
ment may be too few to support an
HBA. For such cases, a modified form
of homebuyers association or a less for-
mal organization may be desirable.
This decision shall be made jointly by
the IHA and the homebuyers.

(2) The functions of the HBA shall be
set forth in its articles of incorporation
and by-laws. The IHA shall assist the
HBA in its organization and operation
to the extent possible.

(b) Funding. The IHA may provide
noncash contributions to the HBA,
such as office space, as well as cash
contributions, which shall be provided
for in the annual operating budgets of
the IHA. The cash contributions shall
be in an amount provided for in the
IHA budget and shall be subject to any
HUD restrictions on funding.

§ 950.512 Homeowners’ association
(HOA).

A ‘‘homeowners’ association’’ means
an association comprised of home-
owners, to which the IHA conveys own-
ership of common property, and which
thereafter has responsibilities with re-
spect to the common property. Only
residents who have acquired title to
their homes are members of the HOA.

§ 950.513 Break-even amount and ap-
plication of monthly payments.

(a) Definition. The term ‘‘break-even
amount’’ as used herein means the
minimum average monthly amount re-
quired to provide funds for the
amounts budgeted for operating ex-
penses, the EHPA, and the NRMR. A
separate break-even amount is estab-
lished for each size and type of dwell-
ing unit, as well as for the project as a
whole. The break-even amount for
EHPA and NRMR will vary by size and
type of dwelling unit. Similar vari-
ations may occur for operating ex-
penses. The break-even amount does
not include the monthly allowance for
utilities that the homebuyer pays di-
rectly.

(b) Application of monthly payments.
The IHA shall apply the homebuyer’s
monthly payment as follows:

(1) To the credit of the homebuyer’s
EHPA;

(2) To the credit of the homebuyer’s
NRMR; and

(3) For payment of monthly operat-
ing expense, including contributions to
the operating reserve.

(c) Excess over break-even. When the
homebuyer’s required monthly pay-
ment exceeds the applicable break-even
amount, the excess shall constitute ad-
ditional project income and shall be de-
posited and used in the same manner as
other project income.

(d) Deficit in monthly payment. When
the homebuyer’s required monthly pay-
ment is less than the applicable break-
even amount, the deficit shall be ap-
plied as a reduction of that portion of
the monthly payment designated for
operating expense (i.e., as a reduction
of project income). In all cases, the
homebuyer payment shall be sufficient
to cover the EHPA and the NRMR,
which shall be credited with the
amount included in the break-even
amount for these accounts.

§ 950.515 Monthly operating expense.

(a) Definition and categories of monthly
operating expense. The term ‘‘monthly
operating expense’’ means the monthly
amount needed for the following pur-
poses:

(1) Administration. Administrative
salaries, travel, legal expenses, office
supplies, etc.;

(2) Homebuyer services. IHA expenses
in the achievement of social goals, in-
cluding costs such as salaries, publica-
tions, payments to the HBA to assist
its operation, contracts, and other
costs;

(3) Utilities. Those utilities (such as
water), if any, to be furnished by the
IHA as part of operating expense;

(4) Routine maintenance of common
property. For community building,
grounds, and other common areas, if
any. The amount required for routine
maintenance of common property de-
pends upon the type of common prop-
erty included in the development and
the extent of the IHA’s responsibility
for maintenance;
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(5) Protective services. The cost of sup-
plemental protective services paid by
the IHA for the protection of persons
and property;

(6) General expense. Premiums for fire
and other insurance, payments in lieu
of taxes to the local taxing body, col-
lection losses, payroll taxes, etc.;

(7) Nonroutine maintenance of common
property (contribution to operating re-
serve). Extraordinary maintenance of
equipment applicable to the commu-
nity building and grounds, and unan-
ticipated items for nondwelling struc-
tures.

(b) Monthly operating expense rate. (1)
The monthly operating expense rate to
be included in the break-even amount
for each fiscal year shall be established
on the basis of the IHA’s operating
budget for that fiscal year. The operat-
ing budget may be revised during the
course of the fiscal year in accordance
with HUD regulations, contracts, and
handbooks.

(2) If it is subsequently determined
that the actual operating expense for a
fiscal year was more or less than the
amount provided by the monthly oper-
ating expense established for that fis-
cal year, the rate of monthly operating
expenses to be established for the next
fiscal year may be adjusted to account
for the differences.

(c) Posting of monthly operating ex-
pense statement. A statement showing
the budgeted monthly amount allo-
cated in the current operating expense
category shall be provided to the HBA,
and copies shall be provided to home-
buyers upon request.

§ 950.517 Earned Home Payments Ac-
count (EHPA).

(a) Credits to the account. The IHA
shall establish and maintain a separate
EHPA for each homebuyer. Since the
homebuyer is responsible for maintain-
ing the home, a portion of the required
monthly payment equal to the IHA’s
estimate of the monthly cost for such
routine maintenance, taking into con-
sideration the relative type and size of
the homeowner’s home, shall be set
aside in the EHPA. In addition, this ac-
count shall be credited with:

(1) Any voluntary payments made
pursuant to paragraph (f) of this sec-
tion; and

(2) Any amount earned through the
performance of maintenance as pro-
vided in paragraph (c) of this section.

(b) Charges to the account. (1) If for
any reason the homebuyer is unable or
fails to perform any item of required
maintenance, the IHA shall arrange to
have the work done in accordance with
the procedures established by the IHA
and the HBA, and the cost thereof shall
be charged to the homebuyer’s EHPA.
Inspections of the home shall be made
jointly by the IHA and HBA.

(2) To the extent NRMR expense is
attributable to the negligence of the
homebuyer as determined by the HBA
and approved by the IHA (see § 950.519),
the cost thereof shall be charged to the
EHPA.

(c) Additional equity through mainte-
nance of common property.

Homebuyers may earn addition
EHPA credits by providing in whole or
in part any of the maintenance nec-
essary to the common property of the
development. When such maintenance
is to be provided by the homebuyer,
this may be done and credit earned
therefore only pursuant to a prior writ-
ten agreement between the homebuyer
and the IHA (or the homeowners’ asso-
ciation, depending on who has respon-
sibility for maintenance of the prop-
erty involved), covering the nature and
scope of the work and the amount of
credit the homebuyer is to receive. In
such cases, the agreed amount shall be
charged to the appropriate mainte-
nance account and credited to the
homebuyer’s EHPA upon completion of
the work.

(d) Investment of excess. (1) When the
aggregate amount of all EHPA bal-
ances exceeds the estimated reserve re-
quirements for 90 days, the IHA shall
notify the HBA and shall invest the ex-
cess in Federally insured savings ac-
counts, Federally insured credit
unions, and/or securities approved by
HUD, and in accordance with any rec-
ommendations made by the HBA. If the
HBA wishes to participate in the in-
vestment program, it should submit pe-
riodically to the IHA a list of HUD-ap-
proved securities, bonds, or obligations
that the association recommends for
investment by the IHA of the funds in
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